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LIMITED OFFICIAL USE SECTION 1 OF 2 DHAHRAN 95 

E.O. 11652: N/A 

TAGS: EFIN, BEXP, ELAB, SA 

SUBJECT: U.S. TAX LAWS AND REGULATIONS ADVERSELY AFFECTING U.S. 
COMPANIES 

REF: DHAHRAN A-03 

1 . SUMMARY: U.S. EXPATRIATE BUSINESSMEN AND PROFESSORS CONTINUETO BE 
CONCERNED ABOUT ADVERSE EFFECTS OF U.S. TAX REFORM ACT OF 1976 

AND IRS INTERPRETATIONS OF LAW. DIFFICULTIES IN RECRUITING U.S. 

CITIZENS FOR OVERSEAS JOBS, POSSIBILITIES OF LOST CONTRACTS 
DUE HIGH COST U.S.EMPLOYEES AND PERNICIOUS EFFECT ON U.S. TRADE 
BALANCE ARE CITED BY BUSINESSMEN AS REASONS FOR CHANGE IN LAW AND 
REGULATIONS. RECENT CONVERSATIONS BY CONSOFF WITH U.S. COMPANY REPS 
HERE AND ARAMCO DECISIONS ON EMPLOYMENT RECRUITMENT GIVE CLEAR 
INDICATION TAX LAWS HAVE ALREADY WEAKENED U.S. CITIZEN EMPLOYMENT 
OPPORTUNITIES OVERSEAS AND COULD HAVE DAMPENING EFFECT ON U.S. 
EXPORTS TO KINGDOM. 
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END SUMMADY. 

2. TWO U.S. CITIZEN REPS FROM ARABIAN REFRIGERATION INDUSTRIES, 

SAUDI FIRM WHICH PRODUCES FRIEDRICH AIR CONDITIONERS UNDER LICENSE, 
RECENTLY DISCUSSED U.S. TAX REFORM ACT OF 1976 AND IRS INTERPRETATION 
OF ACT WITH CONSOFF. ACCORDING REPS, THEIR COMPANY, WHICH IS EX- 
PANDING RAPIDLY IN KINGDOM, IS BEING ADVERSELY AFFECTED BY U.S. 
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TAX LAWS, PARTICULARLY WITH REGARD TO RECRUITING U.S. PROFESS- 
IONAL AND TECHNICAL PERSONNEL. 

3. REP SAID ARABIAN REFRIGERATION INDUSTRIES DOUBLED ITS BUSINESS 
ACTIVITY IN 1976 AND AGAIN IN 1977 AND EXPECTS FURTHER DOUBLING IN 
1978. FIRM IMPORTED FROM U.S. ABOUT U.S. DOLLARS 26 MILLION IN 
COMPONENT PARTS IN 1977 AND HAD EXPECTED EXCEED THAT FIGURE 
SUBSTANTIALLY IN 1978. FIRM IS ESTABLISHING LARGE REPAIR AND 
MAINTENANCE FACILITES IN RIYADH AND IN JUBAIL INDUSTRIAL COMPLEX 
AND HOPED TO STAFF THESE FACILITIES AND THEIR EXPANDED MANUFACT- 
URING FACILITIES IN DAMMAM INDUSTRIAL ESTATE WITH U.S. TECHNICAL 
AND MANAGERIAL PERSONNEL. 

4. RECRUITMENT OF U.S. PERSONNEL FOR FIRMS'S EXPANDED OPERATIONS 
MADE EXTREMELY DIFFICULT BY U.S.TAX LAW, ACCORDING FIRM REPS. ALSO, 
COST TO FIRM OF U.S. TECHNICIANS COMPARED TO OTHER (E.G., U.K., 

CANADIAN, ETC). NATIONALITIES BECAUSE OF U.S. TAX LAWS IS BECOMING 
PROHIBITIVE. 

5. REPS REPEATED MUCH-HEARD ARGUMENT FROM OTHER U.S. BUSINESS- 
MEN HERE THAT HIRING OF NON-U.S. PERSONNEL OR EVEN REPLACEMENT BY 
EXISTING U.S. TECHNICIANS AND MANAGERS BY OTHER NATIONALITIES WILL 
WORK TO DISADVANTAGE OF U.S. EXPORTS SINCE NON-U.S. PERSONNEL WILL 
FAVOR GOODS FROM THEIR COUNTRIES. BEING UNFAMILIAR WITH U.S. 
PRODUCTS AND/OR U.S. SPECIFICATIONS, THESE TECHNICIANS AND MANAGERS 
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WUOULD OPT FOR NON-U.S. PRODUCTS. AS AN EXAMPLE, SAUDI FIRM REPS 
SAID FIRM BUYS U.S. PUMPS AND COMPRESSORS BECAUSE THEIR U.S. 
TECHNICIAN ARE FAMILIAR WITH SAME; HOWEVER, FIRM COULD IMPORT 
ITALIAN PRODUCT WHICH IS ALLEGEDLY CHEAPER. 

6. SAUDI REFRIGERATION FIRM'S DIFFICULTY IN RECRUITING AND 
KEEPING U.S. PERSONNEL BECAUSE OF U.S. TAX LAWS AND REGULATIONS 
IS ONLY ONE EXAMPLE OF ADVERSE EFFECTS OF TAX LAW ON U.S. 

EMPLOYMENT OVERSEAS AND OF POSSIBLE WEAKENING OF U.S. EXPORT 
TRADE. IN RECENT DAYS WE HAVE HEARD FROM ARAMCO OFFICIALS, DURING 
THEIR BRIEFINGS OF CODELS, THAT ARAMCO HAS INCREASED ITS RECRUITMENT 
TARGET OF CANDIAN PETROLEUM TECHNICIANS FROM AN ORIGINAL 600 TO 
1000 POSITIONS WHICH WOULD HAVE BEEN FILLED BY AMERICANS AND THAT 
ARAMCO HAS INSTRUCTED FLUOR, A PRIME ARAMCO CONTRACTOR, TO CUT 
BACK BY 400 POSITIONS FLUOR’S RECRUITMENT OF AMERICAN MANAGEMENT 
PERSONNEL. 

7. REFAIRGRAM ENCLOSED BOOKLET PREPARED BY U.S. PROFESSORS AT 
UNIVERSITY OF PETROLEUM AND MINERALS DETAILING THEIR PERIOLOUS 
POSITION IN SAUDI ARABIA IF U.S. TAX REFORM ACT OF 1976 AND IRS 
INTERPRETATION THEREOF WERE TO OBTAIN. ACCORDING TO PROFESSOR'S 
CALCULATIONS, UNDER 1975 TAX LAW "TYPICAL" U.S. PROFESSOR AT UPM 
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(U.S. DOLLARS 25,000 BASE SALARY, THREE SCHOOL-AGE CHILDREN AND 
LIVING IN UNIVERSITY HOUSING) HAD TAX LIABILITY OF ABOUT U.S. 
DOLLAR 2,000. UNDER NEW LAW AND INTERPRETATIONS. SAME TYPICAL 
PROFESSOR WOULD HAVE TAX LIABILITY OF OVER U.S. DOLLARS 23,000. 
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8. DURING MEETING AT CONSULATE ON JANUARY 19 OF REPRESENTATIVE 
GROUP FROM INFORMAL AMERICAN BUSINESSMEN ASSOC., SEVERAL OFFICIALS 
FROM U.S. FIRMS IN EASTERN PROVINCE REPEATED CHARGES THAT U.S. TAX 
LAWS WILL ADVERSELY AFFECT U.S. CITIZEN EMPLOYMENT IN THEIR COMPANIES 
AND WOULD ULTIMATELY AFFECT SALES OF U.S. EQUIPMENT AND SERVICES TO 
SAUDI ARABIA. MOST FIRMS REPRESENTED AT MEETING HAD SOME SORT OF 
TAX EQULIZATION PROVISIONS FOR THEIR U.S. EMPLOYEES, AND REPS STATED 
THAT 1976 TAX REFORM ACT WOULD INCREASE THOSE PAYMENTS TO SUCH 
EXTENT THAT COMPANIES ARE BEING FORCED TO HIRE NON-U.S. PERSONNEL. 
ACCORDING ARAMCO OFFICIALS PRESENT, EXPATRIATE EMPLOYMENT AT ARAMCO 
AND ITS CONTRACTORS DURING PAST SIX MONTHS HAD INCREASED 41 PERCENT 
FOR NON-AMERICANS AND 21 PERCENTFOR U.S. CITIZENS, AND RATION WOULD 
PROBABLY INCREASE IN 1978 SINCE UNCERTAINTIES ABOUT APPLICABILITY OF 
1976 REFORM ACT STILL EXIST. REP FROM ONE ARAMCO SUBCONTRACTOR SAID 
HE WAS NOW HIRING DATA PROCESSORS FROM SOUTH ASIA AND OTHER TECHNICIANS 

FROM AUSTRALIA. ANOTHER REP FROM EXTREMELY LARGE ARAMCO SUB- 
CONTRACTOR MENTIONED INCREASING NUMBER OF U.K. CITIZENS HIS FIRM 
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WAS NOW RECRUITING. ALL REPS, WHO TALKED OF NEW TRENDS IN EMPLOY- 
MENT RECRUITING, BLAMED U.S.TAX LAWS FOR FORCING THEM TO HIRE NON- 
U.S. CITIZENS AND SAID IF TREND CONTINUES, U.S. FIRMS HERE WILL HAVE 
TECHNICIANS AND MANAGERIAL PERSONNEL WHO DO NOT KNOW U.S. PRODUCTS 
AND WILL OPT FOR THEIR NATIVE COUNTRY'S GOODS. TO UNDERSCORE THIS 
POINT, G.E. REP SAID HIS FIRM HAD ALMOST LOST GENERATOR CONTRACT 
RECENTLY WHEN U.K. ENGINEERS AT ARAMCO PUSHED FOR U.K. 

EQUIPMENT. LUCKILY, HE SAID, U.S. SERVICE PERSONNEL AT ARAMCO "SAVED 
THE DAY" FOR G.E. BY DEMANDING ARAMCO PURCHASE ADDITIONAL G.E. 

UNITS RATHER THAN SWITCHING TO ROLLS ROYCE. 

9. ARAMCO OFFICIALS, WHO SAID ARAMCO HAD BEEN ASKED BY SECRETARY 
BLUMENTHAL AND VISITING CONGRESSMEN, INCLUDING SENATOR RIBICOFF, 

TO SUPPLY THEM WITH DETAILS OF ADVERSE EFFECTS OF TAX REFORM ACT, 
REQUESTED U.S. FIRMS REPRESENTED AT MEETING TO GIVE ARAMCO SPECIFIC 
INSTANCES OF HOW LAW HAD AFFECTED THEIR HIRING PRACTICES AND 
PROCUREMENT OF GOODS. FIRM REPS PROMISED TO DO SO, AND CONSULATE 
WILL FOLLOW-UP WITH ARAMCO ON COMPILATION OF DATA. 

10. COMMENT: ALTHOUGH ONE OR TWO CONGRESSMEN DURING THEIR 
RECENT VISIT TO DHAHRAN EXPRESSED ANNOYANCE AT BEING CONTINUOUSLY 
REMINDED BY AMERICAN BUSINESSMEN IN GULF AREA OF BAD EFFECTS OF 
TAX REFORM ACT, WE BELIEVE THAT MATTER IS OF SUFFICIENT IMPORTANCE 
TO U.S. TRADE AND BALANCE OF PAYMENTS POSITION AS TO WARRANT 
CONSTANT REPETITION OF ARGUMENTS AGAINST A LAW WHICH RESTRICTS U.S. 
EMPLOYMENT OVERSEAS AND WHICH MAY HAVE DAMAGING EFFECT ON U.S. 
EXPORT TRADE. POTENTIAL FOR AMERICAN CONSTRUCTION FIRMS AND 
EXPORTERS OF WIDE RANGE OF GOODS TO EASTERN PROVINCE IS 
ENORMOUS AND DOLLARS WHICH COULD BE EARNED AND REPATRIATED TO 
U.S. BY AMERICAN FIRMS AND INDIVIDUALS COULD BE EXTREMELY LARGE. 

IF U.S. FIRMS AND INDIVIDUALS LOSE OUT TO OTHER NATIONALITIES ON 
THESE HUGE MULTI BILLION PROJECTS BECAUSE OF U.S. INCOME TAX 
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LAWS, THE COSTS TO THE U.S. WILL FAR OUT-WEIGH ANY INCREASED TAX 
REVENUE FROM THE THOUSANDS OF AMERICAN CURRENTLY EMPLOYED HERE. 
BUSHNELL 
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